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Summary 

Introduction 

The Military Health System (MHS) is charged with maintaining a 

healthy active duty force, attending to the sick and wounded in time 

of conflict, and successfully competing for and treating patients 

within the peacetime benefit mission. Because the military relies on a 

single force to meet these sometimes disparate missions, it must first 
attract and access high-quality health care professionals, then culti- 

vate an environment that retains the required inventory of these 

highly skilled professionals, and ultimately ensure that these person- 
nel are competent in both wartime and peacetime benefit settings. 

The appropriate level of compensation for individuals serving in the 
military is continually being monitored. This issue is particularly 

important for military health care professionals because they are 

costly to access and train, and they have skills that are readily inter- 

changeable to the private sector. If compensation is perceived too low 

for the demands and duties required, uniformed health care profes- 

sionals may abandon the military for a private-sector career path. 
Conversely, total compensation should be no higher than the amount 

required to attract and retain a quality force. 

Congressional awareness of this mandate and competition from the 
private sector for qualified health care professionals resulted in the 

following committee language in the National Defense Authorization 

Act for Fiscal Year 2001: 

The committee directs the Secretary of Defense to conduct 
a review and to report to the Committee on Armed Services 
of the Senate and the House of Representatives on the ade- 
quacy of special pays and bonuses for medical corps officers 
and other health care professionals. The committee directs 
this review because of the level of competition within the 
economy for health care professionals and the potential 



Background 

devaluation of current special pays and bonuses, which 
could have a significant impact on recruiting and retention 
of health care professionals. 

As a result of this language, the TRICARE Management Agency 
(TMA) at DoD asked the Center for Naval Analyses (CNA) to conduct 
a study to address the concerns voiced by Congress. The issues that 
this study will ultimately address are important and timely. Simply 
put, DoD is competing against the private sector for health care pro- 
fessionals. Private-sector employers are offering accession bonuses, 
flexible work schedules, portable retirement plans, continuing educa- 
tional opportunities, employee-tailored benefits, and competitive sal- 
aries to attract these professionals. 

America's health care delivery and financial structures have been 
undergoing significant transformation in the last decade. Market 
forces have led to the emergence of new organizational forms and a 
shift in the role and function of traditional health care delivery orga- 
nizations. These so-called new services for new markets do not revolve 
around the traditional acute inpatient setting typical in the 1980s [1]. 
In addition to vast new technological and pharmaceutical interven- 
tions, numerous performance improvement initiatives, such as outpa- 
tient surgery units, disease and population health management, 
evidenced-based medicine, and integrated delivery system strategies, 
are evolving. These changes have not escaped the military as DoD 
restructures its health care delivery system (TRICARE) in an ongoing 
effort to improve quality and to control costs. The MHS's peacetime 
benefit "culture" is also beginning to change. The emphasis is on 
better business practices, optimizing resources, and increasing pro- 
ductivity while maintaining the quality of patient outcomes [2]. 

Health care professionals are shaped by the dynamics that influence 
the structure of organizations and their jobs [3, 4]. The expanding 
scope of practice for primary care physicians and non-physician spe- 
cialties (e.g., Physician Assistants and Advance Practice Nurses) and 
the willingness of the Health Care Finance Administration (HCFA), 
individual states (through Medicaid), and third-party payors to 



reimburse these professionals, illustrate how the "work" of health 
care is changing. Once again, the MHS workforce mirrors the private- 
sector as it, too, has expanded the numbers and scope of practice of 
these health care professionals in both operational and fixed treat- 
ment facility settings. At the same time, the MHS is trying to find addi- 
tional efficiencies within its own system to meet the demands of its 
growing beneficiary population by maximizing the productivity of its 
workforce resulting in an increased "work tempo" from a decade ago. 

How does one know if uniformed health care professionals are being ade- 
quately compensated? The answer lies in the MHS's ability to fill both 
their peacetime and active component readiness requirements with 
the right professionals, with the right skill mix, with the right grade, 
and with the right years of experience from today's force and future 
accessions. If the MHS's active duty force meets these requirements, 
their compensation is adequate. If one of these dimensions is missing 
or deficient, the current special pays and bonuses may need adjusting 
to help achieve the required inventory for a given specialty 
requirement. 

Several questions require answers. Has retention increased or 
decreased in the last decade? Is there, in fact, a pay disparity between 
uniformed and private-sector health professionals? If a pay disparity 
exists, how large is it? Does it vary by specialty? How much does the 
pay gap affect retention? 

Our approach to answering the questions posed by Congress has 
three phases. The first phase of our study, and the focus of this report, 
is a comparative analysis of compensation between uniformed and 
private-sector health care professionals at logical military career junc- 
tures. This analysis is an essential first step in this study process 
because we need to fully understand whether a military-civilian pay 
gaps exists, how large it is, and at what career junctures to evaluate the 
effect of pay on retention during the second phase of this study. Lit- 
erature suggests that while motivational and organizational variables, 
such as work environment, are strongly associated with job satisfac- 
tion, pay and promotions are more closely linked to career satisfac- 
tion [5, 6]. For MHS professionals, they are continually assessing both 



Approach 

their satisfaction with their chosen specialty and which career track 
(civilian or military) may best meet their needs. 

To effectively respond to the concerns of the Senate and the House 

Armed Services Committees, we felt it was important to select a wide 

spectrum of the officers serving in today's MHS. Therefore, this study 

entails the following officer specialties, which represent over 75 per- 
cent of the total MHS officer end strength: 

• Physicians (24 specialties) 

• Dentists 

• Pharmacists 

• Optometrists 

• Clinical Psychologists 

• Physician Assistants (PAs) 

• Registered Nurses 

— Certified Registered Nurse Anesthetists (CRNAs) 

— Other Advanced Practice Nurses1 (APNs). 

During the second phase of this study, we will determine the MHS's 

ability to meet its medical officer and selected other health care pro- 
fessional personnel requirements by: 

• Calculating the continuation, retention, accession, and train- 
ing trends over the last decade2 

For this study, APNs include family nurse practitioners, nurse midwives, 
and pediatric nurse practitioners. 

We will use the Health Manpower Personnel Data System (HMPDS) 
personnel tapes from the Defense Manpower Data Center (DMDC) as 
the primary data source for phase II of this study. We gratefully acknowl- 
edge the assistance from DMDC representatives in acquiring and inter- 
preting these data. 



• Determining current and projected manning levels based on: 

— Billet authorizations 

— Readiness requirements 

— Grade and length-of-service distribution 

— Modeling the ideal force versus the current force 

• Evaluating the effect of pay on retention through regression 
analysis 

• Assessing the MHS's ability to meet its active duty billet autho- 
rization and readiness profiles in later fiscal years. 

Once we know the answers to questions posed in phase II of the study, 
we will be able to assess the adequacy of existing and proposed special 
pay and accession bonus plans for MHS health care professionals 
(phase III of the study plan), and make cogent recommendations, if 
warranted. We will document the findings of phases II and III of this 
study and submit to DoD (TMA) in late fall 2001. We now turn our 
attention to the first phase of the study—comparing uniformed and 
private-sector health care professionals' compensation. 

Findings 

Physicians 

We calculated and compared the current total compensation (sum of 
cash salary, all special pays, and benefits) between uniformed and pri- 
vate sector (salaried) physicians for 24 physician specialties at three 
military physician career junctures: completion of 7, 12, and 17 years 
of service (YOS). Looking at a cross section or "snapshot" of current 
compensation, we find that a pay gap does exist between uniformed 
and private-sector civilian physicians for all of the physician special- 
ties that we examined. Our analysis shows that the current military- 
civilian physician pay gap varies widely by specialty—13 to 63 percent 
at the 7-YOS juncture and 3 to 55 percent at the 12-YOS career point. 
The pay gap is usually wider for physician specialties, such as surgeons 
and radiologists, who perform mostly procedures than for such 



specialties as family practice and internal medicine that do mostly 
evaluation and management activities. 

By comparing our data with a 1991 report that used the same meth- 
odology and employee physician data source, we estimate that the 
uniformed-civilian physician pay gap has widened for each of our spe- 
cialties over the last decade. The change in pay gap ranges from 3 to 
25 percentage points at the 7-YOS juncture depending on specialty. 
However, the width of the gap narrows for most specialties by the end 
ofl2YOS. 

We also estimated the military-civilian physician pay gap based on 
present values of compensation for hypothetical "stay-leave" deci- 
sions. The present-value calculations differ from the snapshot of cur- 
rent compensation by accounting for the remaining compensation 
that a uniformed physician specialist would receive until reaching 20 
YOS, the projected military retirement income, and the cash and ben- 
efits from working in the private sector until age 65. This compensa- 
tion stream is compared with the compensation stream that a person 
would receive if he/she left the military before 20 YOS and pursued 
a civilian career. This analysis shows that the present value of the uni- 
formed services career compensation option ranges from 13 percent 
above the median private sector for family practice to 7 percent below 
for orthopedic surgery at the 12-YOS juncture. 

Other health care professionals 

In addition to physicians, we looked at eight other non-physician 
health care professionals. Our comparative cash compensation analyses 
(excluding benefits), between other uniformed and private-sector 
health care professionals reveal the following: 

• A significant uniformed-civilian compensation gap exists 
between dentists, optometrists, and clinical psychologists at all 
career junctures, ranging from 13 to 42 percent. 

• A 16-percent uniformed-civilian compensation gap exists for 
pharmacists at the entry level, narrows to 9 percent at the mid- 
junior juncture, and then reaches parity at later career points. 



• Uniformed CRNAs experience a 10-percent compensation gap 
with their private-sector counterparts at the entry level, but 
recover and exceed civilian compensation at later career 
points. 

• Uniformed cash compensation for Physician Assistants, Regis- 
tered Nurses, and APNs meets or exceeds their private-sector 
equivalents at all career junctures. 

We find that the MHS relies heavily on several types of subsidized 
accession programs to initially attract these health care professional 
applicants to the military, or a particular specialty, and meet their 
total accession requirements. Examples of the types of subsidization 
programs being used include the Armed Forces Health Professional 
Scholarship Program (AFHPSP), enlisted upward mobility, in-service 
graduate training programs, and accession bonuses. Our analysis 
shows this trend continuing, and potentially increasing, for the fol- 
lowing reasons: 

• Increased student debt load 

• Entry-level pay disparities for many specialties 

• Dwindling applicant pool for some specialties. 



Physician compensation 

Background 

Methodology 

Congress authorizes the Department of Defense to offer financial 
incentives to uniformed physicians to attract and retain the desired 
force structure. A policy board annually reviews physician manning, 
civilian income data, and MHS requirements to determine the Multi- 
year Special Pay (MSP) and Incentive Special Pay (ISP) plan rates that 
will be offered to uniformed physicians. This portion of our study 
compares compensation for uniformed physicians continuing in the 
military versus leaving for the private sector. 

The "compensation package" offered to both military and private- 
sector physicians comprises many elements. It is vital that policy- 
makers and individual military physicians understand all the compo- 
nents of compensation (salary, incentive pays, pension, vacations, 
health care, and other benefits) to make a prudent comparison of the 
military and the private sector. 

We have developed a model comparing total compensation (salary, 
special and incentive pays, pension, and other benefits) for 24 physi- 
cian specialties based on the most typical MHS career. Private-sector 
compensation was culled from proprietary databases representing 
over 90 employer-based health care organizations and over 22,000 phy- 
sician incumbents. The robustness of this data source is necessary 
when comparing specialties at different career junctures. We feel that 
comparisons to this sample, salaried physicians, are appropriate 
because the characteristics of the organizations reporting data most 
closely resemble the military environment (56 percent are hospital- 
based facilities, 29 percent are group practices, and 15 percent are 
Health Maintenance Organizations). 



There are concerns about using only salaried physician compensation 

data. According to the American Medical Association (AMA), 36 per- 

cent of America's physicians self-reported working for an employer 

[7]. This same report shows a pay gap, at the median net income 

level, between self-employed (private practice) and employee (sala- 
ried) physicians.4 The report [7] also states: 

Self-employed physicians tend to work more hours and see 
more patients, have more years of experience, are likely to 
be certified by one or more speciality boards, and are more 
likely to be male, all factors associated with higher earning. 
Controlling for these factors, the income advantage of self- 
employed physicians would be much less than reported. 

Although our compensation comparisons may underestimate the 

potential compensation differential for those military physicians who 

choose to separate and have the option to join select private practices, 

our model provides policy-makers a valuable tool for comparing the 

maximum amount of compensation an MHS physician can receive 

3. Based on discussions with representatives from the TMA, Army, Navy, 
and Air Force, the model adopts an accession, career, and training pro- 
file typical of most military physicians. The profile assumes graduation 
from medical school at age 26, due course promotion, a 4-year AFHPSP 
followed by an active duty internship (PGY-1), and completion of a full- 
time in-service residency (PGY-2). Exceptions follow. Unlike the Army 
and Air Force, Navy physicians are assumed to serve 2 years as general 
medical officers (GMOs) before commencing residency. The Army and 
Air Force typically send physicians immediately into residency training 
following internship, and fellowship training commences right after res- 
idency training. Navy specialties requiring a fellowship (e.g., gastroen- 
terology) are assumed to occur after a 2-year staff utilization tour in the 
primary specialty (e.g., internal medicine). The predominant profile 
for Army and Air Force physicians is nearly the same. The two excep- 
tions are neurosurgery and otolaryngology: the Army residency pro- 
grams are assumed to be 6 and 5 years, respectively, and the Air Force 
residency programs are assumed to be 5 and 4 years, respectively. 

4. 1999/2000 AMA Physician Sodoeconomic Statistics report shows that the 
median net income for all self-employed physicians was $200,000 versus 
$140,000 for all employee (salaried) physicians. Data are from the 1998 
Socioeconomic Monitoring System Survey of Physicians. 

10 



compared with a salaried specialist working in a similar environment 

with the same years of experience. 

For each of the specialities, we present a series of compensation com- 

parisons (total value of current cash and benefits) that reflect two dif- 

ferent methodological approaches for making compensation 

comparisons.5 Compensation includes all cash and benefits for fully 

trained specialists. 

For uniformed physicians, cash compensation includes regular mili- 

tary compensation (RMC), and medical officer special and incentive 

pays (including board certification pays) ? Benefit compensation 

includes health care, military retirement, the Survivor Benefit Plan, 

and other active duty benefits. 

In previous CNA work, conducted for the Under Secretary of Defense 

for Personnel and Readiness, we calculated the value of the benefits 

(i.e., the value based on imputed rather than actual costs) provided 

by DoD in its role as employer to active duty personnel [8]. We used 

this same methodology for calculating benefits for this portion of the 

study. Throughout this report, we will discuss trends in benefits 
because many private-sector employers are enhancing and tailoring 

their benefit programs in response to tightening labor markets. For 

uniformed professionals, DoD bears a cost for providing a large array 
of "benefits" (such as housing, health care, pension) that may have 

5. The Hay Group served as subcontractor for all physician cash and ben- 
efit compensations. We wish to acknowledge the efforts of Michael 
Gaffhey and Sevim Kuyumcu of Hay Group. 

6. The study did not consider the subsidization value for the Armed Forces 
Health Professional Scholarship Program, nor did it make compensa- 
tion comparisons during the period of residency training. 

7. RMC consists of basic pay, basic allowance for housing, basic allowance 
for subsistence, and the tax advantage accruing to the non-taxable 
nature of housing and subsistence allowances. Basic pay represents 
about 66 percent of RMC for an 0-3 and approximately 75 percent of 
RMC for an 0-6. We also include all medical special pays (including 
board certification) offered to these specialties and assume that each 
specialist takes advantage of all available special programs when eligi- 
ble. Appendix A describes each of these components in more detail. 

11 



little "value" for the military officer depending on their situation and 
career intentions. Previous CNA research finds that many military 
personnel, particularly junior officers, do not place a high value on 
their benefits until they near retirement or have a "special medical 
needs" child [2]. 

Private-sector compensation includes base salary, incentive pay, health 
care, pension and capital accumulation plan, and other benefits. Cap- 
ital accumulation plans include 401 (k) plans and 403(b) plans. The 
value shown for capital accumulation plans is based on employer 
matching contributions only. Amounts resulting from employee con- 
tributions and executive benefits, such as supplemental non-qualified 
retirement plans, are not included. Calculations for uniformed and 
private sector cash and benefits are as of 1 July 2000.8 

The first type of comparison takes a snapshot of an MHS physician's 
compensation as of July 2000 and compares it with the compensation 
of his or her civilian equivalent.9 We refer to this as a cross-sectional 
comparison. We have calculated cross-sectional compensation com- 
parisons for MHS physicians who are at one of three decision points 
in their careers—completion of 7, 12, or 17 years of service. We 
present these cross-sectional comparisons because these data are 
often a compelling factor for many individuals faced with the deci- 
sion to continue in their current career path or change course. For 
this reason, the cross-sectional comparisons may have a significant 
role in physician retention. 

Physician survey data are effective as of mid-1999. We adjusted all data 
to 2000 by applying a 4.5-percent trend factor. 

By civilian equivalent, we mean a physician of the same specialization 
with equivalent years of practice (YOP) as a fully trained specialist work- 
ing in the private sector. As an example, for internal medicine, at age 33 
a Navy physician would have completed 7 YOS, composed of a 1-year 
active duty internship, 2 years as a GMO, 2 years in internal medicine 
(IM) residency, and 2 years of practice as a IM specialist The Navy phy- 
sician total compensation will be compared with a private-sector IM spe- 
cialist with 2 years in practice. The Army and Air Force physician total 
compensation will be compared with a private-sector IM specialist with 
4 years in practice because Army and Air Force physicians do not serve 
a 2-year GMO tour before beginning their residency. 

12 



From an economic perspective, when faced with the decision to con- 

tinue with a particular career path or choose another path, one 

should compare the stream of future cash and benefits of each option 

rather than look at just a single point in time. We typically make this 

type of comparison by looking at the present value of each compen- 

sation stream.10 Therefore, present-value compensation comparisons 

represent the second type of comparisons presented in our study. We 

calculated the present value of the stream of future cash and benefits 

that a uniformed physician could expect to receive by staying on 

active duty, or by separating at one of the same three career points (7, 

12, and 17 YOS) and practicing in the private sector.11 Because we 

consistently applied the most typical career progression profile 

assumptions to each specialty and because residency and fellowship 

training lengths vary, physicians in some specialties are still obligated 
and not eligible to leave the service at the 7- and 12-year marks. For 

these cases, we do not compute the compensation comparisons. 

The cross-sectional and present-value comparisons are presented for 

both median and 75th percentile private-sector data. Appendix A con- 

tains an overview of the assumptions, methodology, and benefit 
calculations that were used to derive these estimations. An August 

2000 CNA document (CIM D0002053.A1, Comparison of Navy and Pri- 

vate-Sector Physicians ' Total Compensation, by Medical Specialty) and a Feb- 

ruary 2001 CNA document (CIM D0003361.A1, Comparison of Army/ 

Air Force and Private-Sector Physicians' Total Compensation, by Medical Spe- 

cialty) provide detailed descriptions of the entire physician compen- 

sation and analysis. 

10. Present value is a convenient way to compare two different income 
streams. The present value tells you what the value of a future stream of 
payments is worth if it were paid in one lump sum today. 

11. Specifically, we compare the options of (1) remaining on active duty 
until retirement (at 20 YOS) followed by practicing in the private sector 
until age 65, and (2) separating at 7,12, or 17 YOS and practicing in the 
private sector until age 65. Present-value calculations were only per- 
formed for Navy physicians because of time limitations, but we feel (and 
the TMA and the individual service representatives all agreed) that 
these values reflect the same economic stay-leave decisions for Army 
and Air Force physician specialties. 

13 



Results—current cash compensation (at 7 years of service) 

Based on the predominant career path previously described, the 
majority of uniformed physician specialists—who have had their med- 
ical school subsidized through the AFHPSP, receive their intern and 
residency training while on active duty—are not able to separate from 
the military at this career juncture because they have not satisfied 
their active duty obligation.12 Only 4 of 24 specialties modeled are 
able to separate at this career point: family practice, internal medi- 
cine, pediatrics, and occupational health. 

Regardless, we think that the 7-year mark is important to examine 
even for those specialists that cannot separate at this career juncture. 
Although the majority of uniformed physician specialists cannot sep- 
arate at this point, deferred specialists (who have had their medical 
school subsidized through AFHPSP but have deferred their active 
duty to complete residency training in civilian institutions) and finan- 
cial assistance program accessions will be able to leave active duty at 
about the 4-YOSjuncture.13 The military-civilian physician pay gap at 
the 7-YOS point will be a major factor in their stay-leave decision. 
Based on our model, the vast majority of Army and Air Force medical 
officers will have satisfied their active duty obligation by the end of 
9 years of service and Navy specialists by the end of 11 years, so the pay 
gap at the 7-YOS point has relevance and may be the point where uni- 
formed physicians begin thinking twice about continuing a military 
career based on compensation. 

We selected the following 5 specialties to illustrate our methodology 
and findings: family practice, internal medicine, general surgery, 

12. DoD changed its minimum terms of service and active duty obligation 
policy for medical corps officers in April 1988. Before 1988, in-house 
graduate medical education (GME) (i.e., residency and fellowships per- 
formed in military treatment facilities while on active duty) was obliga- 
tion neutral, with only a 2-year minimum service requirement. 
Afterward, in-house GME incurred a year-for-year obligation served 
concurrently with any obligation for medical school subsidization). 

13. For example, in the Air Force, about 40 percent of total AFHPSP acces- 
sions are deferred specialists. 

14 



diagnostic radiology, and orthopedic surgery. These 5 are representa- 

tive of the 24 specialties we reviewed because they show how private- 

sector physician income varies by specialty. We find that, for each of 

the physician specialties that we examined, private-sector physician 

compensation is higher than military compensation. Figure 1 shows, 

for example, that uniformed general surgeons make $153,000, while 

their private-sector salaried peers receive $237,000 at the end of 7 

years of service—a 36-percent military-civilian physician pay gap. 

Figure 1.   Current annual compensation comparison at end of 7 years of service 
(uniformed service vs. private-sector median physician) 
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14. Results for the 24 specialties are contained in August 2000 and February 
2001 CNA documents (CIM D0002053.A1 and CIM D0003361.A1). 

15. Military-civilian pay gap equals the absolute value of (MC/CC) - 1, 
where MC = military compensation and CC = civilian compensation. 
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It is also interesting to note that compensation varies much more by 
specialty in the private sector than it does in the MHS. For example, 
a family practitioner in the private sector makes $134,000 less than his 
or her peer practicing orthopedic surgery in the same sector, whereas 
the difference in compensation between a family practitioner and an 
orthopedic surgeon in the military is only $8,000. 

Results—current cash compensation (at 12 years of service) 

Let's now look at the same five specialties at the 12-YOS juncture. 
Again we find that civilian compensation is greater than military com- 
pensation for each specialty, but the gap is smaller than at 7 YOS. 
Figure 2 shows that uniformed general surgeons make $188,000, 
while their private-sector salaried peers receive $255,000 at the 12- 
YOSjuncture. The military-civilian physician pay gap for this specialty 
has narrowed from 36 percent at 7 YOS to 26 percent. 

Figure 2.    Current annual compensation comparison at end of 12 years of service 
(uniformed service vs. private-sector median physician) 
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The driving factors that reduce the military-civilian physician pay gap 
are the assumptions that correctly model the most typical uniformed 
physician career profile. These assumptions include the following: 
the uniformed specialist has 12 years of military service, has just been 
promoted to 0-5, and has taken advantage of all available special pay 
programs (including board certification). When we contrast the uni- 
formed general surgeon's total cash compensation at the 7- and 12- 
YOS career points, we find that their income has risen by almost 
23 percent, from $153,000 to $188,000. The $188,000 compensation 
for an MHS general surgeon with 12 YOS comprises: 

• RMC (42 percent) 

• Incentive special pay (14 percent) 

• Additional special pay (8 percent) 

• Multiyear special pay (6 percent) 

• Variable special pay (5 percent) 

• Board certification (2 percent) 

• Benefits (23 percent). 

When we contrast the private-sector general surgeons' total compen- 
sation at the 7- and 12-YOS career points, we show that their median 
income has risen only 7 percent, from $237,000 to $254,000. The 
$254,000 compensation for an equivalent private-sector general sur- 
geon is composed of: 

• Base salary and incentive pays (75 percent) 

• Benefits (25 percent). 

It is again interesting to note that compensation varies much more by 
specialty in the private sector than it does in the MHS. For example, 
a family practitioner in the private sector makes $146,000 less than his 
or her peer practicing orthopedic surgery in the same sector, while 
there is only a $21,000 difference in compensation between a family 
practitioner and an orthopedic surgeon in the military. 
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Has the military-civilian physician pay gap widened in the last 
decade (at 7 years of service)? 

Based on the methodology described above and performing these cal- 

culations for all specialties, our model reveals that a military-civilian 

physician pay gap exists for each of our specialties ranging from 13 to 

63 percent at the 7 year-of-service juncture, and that the pay gap for 19 

of the 24 specialties reported equals or exceeds 30 percent. Our 

results are also congruent with findings reported by the AMA [9] that 

surgeons and non-surgeons who do mostly procedures typi- 
cally have higher incomes than primary care specialists, who 
provide mainly cognitive, or evaluation and management- 
type services. 

By comparing our year 2000 findings to a 1991 Hay Group report 

comparing total compensation (cash and benefits) for physicians 

pursuing a uniformed versus a private-sector career track [10], we 

find that the pay gap has widened for all specialties, ranging from 3 to 

25 percentage points at the 7-YOS juncture depending on specialty.16 

In figure 3, we display specialties predominately involved with "evalu- 

ation and management-type services" and compare military-civilian 

physician pay gaps (in percentages) between 1991 and 2000. Our 

analysis shows that, of these selected specialties, the pay gap has 

increased the most for emergency medicine and internal medicine, 

by 21 and 14 percentage points, respectively. Family practice and 

occupational medicine incurred the smallest increase in this group- 
ing (5 and 7 percentage points, respectively). 

Let's now look at figure 4, which displays those specialties, both sur- 

geons and non-surgeons, who predominantly "do mostly procedures" 

and compare their military-civilian physician pay gap movement in 

the last decade. We see that the pay gaps are much larger for these 

specialties across the board and that the pay gap has widened for most 

of these specialties during 1990s at the 7-YOS juncture. Our data 

reveal that the gap has widened significantly for dermatology and 

16. Although we have physician compensation calculations for 24 special- 
ties, two specialties (plastic surgery and therapeutic radiology) were not 
contained in the 1991 report, so we did not have data to compare 
whether their pay gap had risen or fallen in the last 10 years. 
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neurosurgery, at 25 and 22 percentage points, respectively. Although 
the pay gap has widened by only 4 percentage points for orthopedic 
surgery and anesthesiology, they remain two of the specialties with 
the highest overall pay gap. 

Figure 3.    1991 vs. 2000 pay gap comparisons at 7 YOS (uniformed service vs. private-sector 
median physician selected specialties that focus on evaluation and management) 
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Figure 4.    1991 vs. 2000 pay gap comparisons at 7 YOS (uniformed service vs. private-sector 
median physician selected specialties that focus on procedures) 
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Has the military-civilian physician pay gap widened in the last 
decade (at 12 years of service)? 

We will now contrast our compensation findings to the 1991 report at 

12 years of service to reveal what the current military-civilian physi- 

cian pay gap is and how it has changed over the last decade. Our 

model reveals that the military-civilian physician pay gap narrows with 

military progression. For some specialties, however, a significant gap 

still exists. When we look at the current compensation for all reported 

specialties at the 12-year-of-service juncture, the uniformed services 

range from 3 percent below the median private sector for family prac- 

tice to 55 percent below for neurosurgery. We find that the military- 

civilian physician pay gap for 11 of the 24 specialties reported equals 

or exceeds 30 percent. Figure 5 shows that the pay gap has widened 

the most for emergency medicine and internal medicine by 15 and 12 
percentage points, respectively. 

Figure 5.    1991 vs. 2000 pay gap comparisons at 12 YOS (uniformed service vs. private-sector 
median physician selected specialties that focus on evaluation and management) 

EmerMed 

HenVOnc 

Pathol 

Neural 

PhysMed 

OccMed 

Psych 

IntMed 

Peds 

Faml 

28 

ä m&mffflimilgiitiMtttuUtM 23 
I 28 

'mmmwmmnmwtmwmnmm 14 
* 2 

'ifmrnHWuatifckliiwifM 9 

Prac  j^ IWP13 

12000 pay gap 

■ 1991 pay gap 

10 15 20 25 30 35 
Military-civilian physician pay gap (percentage) 

20 



With the exception of neurology, the pay gap at 12 YOS has increased 
over the last ten 10 years but not to the extent seen at the end of 7 
years of service. However, this snapshot is extremely important 
because the vast majority of our uniformed specialists have satisfied 
their active duty obligation and are free to leave the military. 

Let's turn our attention to the remaining specialties in figure 6. 

Figure 6.    1991 vs. 2000 pay gap comparisons at 12 YOS (uniformed service vs. private-sector 
median physician selected specialties that focus on procedures) 
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Once again, we see that the pay gaps are generally larger for these 
specialties than for those displayed in figure 5. We also find that the 
pay gap has widened slightly for most of these specialties during 
1990s, with the exception of cardiology, orthopedic surgery, and gas- 
troenterology. Our data reveal that the gap has widened significantly 
for dermatology and obstetrics and gynecology, by 18 and 10 
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percentage points, respectively. Although the pay gap has remained 

constant or actually decreased for cardiology, orthopedic surgery and 

gastroenterology, they remain three of the specialties with large pay 
gaps.17 

Present value of future compensation and benefits (until 
age 65) 

From an economic perspective, when faced with a decision to con- 

tinue with a particular career or choose another path, one should 

compare the stream of future cash and benefits of each option rather 

than look at a single point in time. The second type of physician com- 

pensation comparison in our study is the present-value comparison, 

which indicates the value of a future stream of payments if it were 

paid in one lump sum today. Figure 7 displays the same five specialties 

we reviewed earlier. We look at the present value (PV) of the stream 

of future cash and benefits that a uniformed physician could expect 

to receive by staying on active duty until 20 years of completed service 

(from the 12-year-of-service juncture), retiring, and then practicing 
in the private sector until age 65 versus separating now and working 
in the private sector until age 65. 

What we find in this PV analysis is that the pay gap narrows signifi- 
cantly as a result of the military retirement pay, which does not begin 

until the 20-year-of-service point. Unlike uniformed physicians, who 

have a 20-year vesting period for retirement benefits, retirement vest- 

ing for civilian physicians will be immediate or a maximum of 5 years 

(as mandated by ERISA). This 2-year vesting policy significandy 
increases the role that a uniformed individual's personal risk assess- 

ment will make in a stay-leave decision based on a PV compensation 

comparison. In addition, PV calculations are sensitive to assumptions 
regarding interest rates, inflation, and wage growth. Because the 

17. When we compare the uniformed versus private-sector physician com- 
pensation at 17 years of service, we find that the civilian compensation 
is greater than military compensation for each specialty, except family 
practice, but the gap is smaller than what we found at the 12-year-of-ser- 
vice juncture. Results for each of the 24 specialties are contained in CIM 
D0002053.A1 and CIM D0003361.A1). 
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military retirement is a defined benefit plan and civilian physician's 
typically are offered a defined contribution plan, the retirement ben- 
efit that one would receive in the civilian sector is much more sensi- 
tive to interest rate assumptions than is the military benefit. As a 
result, PV comparisons of military and civilian compensation pack- 
ages are much more sensitive to interest rate assumptions than PV 
comparisons within like sectors. 

Figure 7.    Present value of total compensation (at 12 years of completed service) 
(uniformed service vs. private-sector median physician-selected specialties) 
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For some specialties, such as family practice and internal medicine, 
the PV comparison indicates that it is actually more lucrative to stay 
in the military for the full 20 years and then pursue a private-sector 
career path. For other uniformed specialties, such as orthopedic sur- 
gery and diagnostic radiology, the PV comparison shows that it is still 
more lucrative for them to separate from the military at the 12-YOS 
juncture and work in the private sector as a salaried employee until 
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age 65 than to stay in the military until 20 years of service, retire, and 
then work in the private sector until age 65.18 

Private-sector (salaried) physician compensation strategies 

During phase II of this study, we will evaluate the effect of military- 

civilian physician pay gaps on retention. Regardless of whether these 

military-civilian physician pay gaps contribute to accession and reten- 

tion difficulties, it is important for DoD to understand the employers 

they are competing against for physicians. Not only is there a pay gap 

that favors the civilian sector, but physician employers are able to 

tailor benefit packages for particular specialties and structure cash 

compensation that is designed to elicit or reward specific behavior.19 

Appendix B provides a more detailed summary of these physician- 
employer pay practices. 

Benefits 

To illustrate this point, we compare the benefits for five specialties at 
the 7-year-of-service juncture, and find that the imputed value of an 

MHS physician's benefits is about $36,000 (which is not tailored to his 
or her speciality), but represents DoD's employer costs for housing, 
pension, and health care for pay grade 0-4. When we compare the 
imputed value of the employer benefits in the private sector, we find 

18. We also performed a PV sensitivity analysis for three specialties: family 
practice diagnostic radiology, and orthopedic surgery to evaluate how 
the comparisons of total compensation would be affected over time if 
private practice terminated at age 55 instead of at age 65. The question 
we wanted to answer was whether the length of the private-sector career 
would influence the economic decision about whether to stay or leave 
at each of the three decision points. Our overall assessment, based on 
the three specialties that we examined, is that terminating practice at 
age 55 instead of age 65 does not affect the direction of the economic 
decisions that can be drawn from the original analysis. 

19. The following paragraphs summarize pay practices recorded for the 91 
health care organizations participating in Hay Group's Physician Com- 
pensation Survey for 1999, and, where there are consistent data, pro- 
vide comparisons with results from the 1996 survey. Please see appendix 
B for more detailed description of these data. 
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significant variation, by specialty, because employers tailor benefits to 
help attract and retain the specialists they desire. The average private- 
sector benefit value for the five specialists at this career point is family 
practice ($45,000), internal medicine ($48,000), general surgery 
($54,000), diagnostic radiology ($68,000), and orthopedic surgery 
($76,000). 

Incentive/bonus pays 

Successful health care organizations have developed pay and perfor- 
mance management programs that represent their new cultures and 
the desired behavior from its workforce. They have created a 
compensation philosophy that reflects their values and business strat- 
egies, and a flexible job evaluation system that is indicative of the new 
structures, teams, and work processes. These employers have also 
communicated their expectations and organizational objectives to all 
employees. 

The most common reasons for adopting new compensation plans are 
as follows: 

• Encourage and reward improvements in productivity and 
quality 

• Align pay with business results 

• Focus attention on changing goals and/or performance 

• Reduce the "entitlement" element of current pay increases 

• Communicate new internal values to employees. 

Important trends 

Five trends are worth noting: 

• In 1999, of the 91 physician-employer organizations surveyed, 
nearly 70 percent used incentive pays for physicians. 

• Seven percent of surveyed organizations that did not have an 
incentive pay plan in 1999 indicated that they were considering 
implementing an incentive plan in the future. 
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• In both 1996 and 1999, incentive pays were most common in 
Health Maintenance Organizations (HMOs) and for-profit 
organizations. 

• Performance of an organization/department and quality were 
the most commonly used measures in HMOs in 1999 for deter- 
mining physician payouts. 

• In 1999, 57 percent of a physician's incentive payout in hospi- 
tal-based and group practice organizations was based on the 
physician's individual performance. 

It helps DoD to be aware of the pay practices being used by private- 
sector physician employers because the MHS may be more likely to 
lose those physicians that believe that this type of compensation struc- 
ture would benefit them more than the one the military uses. Our 
better understanding of the pay and incentive practices used by pri- 
vate-sector physician employers will also help us in our evaluation of 
DoD's medical officer special pay programs during phase III of our 
study. 

Conclusions—physicians 

We find that uniformed-civilian physician pay gaps exists and that 
they vary significandy by specialty. Moreover, for the majority of these 
specialties, the pay gap has widened over the last decade. We also 
know that pay gap narrows over the length of a uniformed physician's 
career and, in some cases, is eliminated when we look at completing 
a 20-year career through the PV comparison. Through our model, we 
can now compare stay-leave military decisions, at logical career junc- 
tures, to determine retention rates and the effect of pay on those deci- 
sions to stay or leave the military. Our analysis and findings of this 
relationship will be reported in phases II and III of this study. 

We now turn our attention to compensation comparisons of other 
selected health care professionals. 
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Other health care professionals compensation 

Background 

Shortell and colleagues [11] write: 

New technology, changing demographics, a growing empha- 
sis on providing care across the continuum, changes in the 
education of health care professionals, and new develop- 
ments in professional licensure and certification result in a 
host of work force issues facing organized delivery systems. 

Based on the demonstrated competency of non-physician health care 

professionals and economic incentives to substitute lower-priced, 

licensed professionals, traditional professional boundaries are being 

blurred as non-physicians are increasing their scope of practice, pre- 

scriptive privileges, and autonomy from physician supervision and 

are being reimbursed for those services by states and third-party 

payors [12]. The following trends are worth noting: 

• Several health care professions, including optometrists, certified 

registered nurse anesthetists, clinical psychologists, physician 

assistants, nurse practitioners, and midwives are becoming "multi- 
skilled'' and taking on expanding roles in health care delivery. 

• These changes have dramatically affected the role of nursing as 
more care is provided outside the hospital and there is increas- 

ing pressure to distribute nursing assets to ambulatory care set- 

tings. For the nursing staff that remains in the hospital, they 

care for a very sick group of patients for a shorter period of 

time, and then must help coordinate care with post-hospital 

caregivers. Ambulatory care nurses must become proficient 

(normally through on-the-job-experiences) in phone triage, 

clinic management, and appointment scheduling. 

• Pharmacists are beginning to move away from inpatient care 

toward working on cross-functional teams associated with 
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service lines that care for patients across the continuum. The 

continued proliferation of pharmacological agents to prevent 

and treat disease will only continue to expand the pharmacist's 
role in health care [12]. 

• Although the management of dental disease dominates the 

practice, dentists are also spending more time on preventive 

and diagnostic services in caries management, reflecting a 
change in disease patterns. 

The MHS continues to mirror the private sector as it has expanded 

the roles, responsibilities, and work settings of its non-physician work 

force. Like their civilian counterparts, these uniformed health care 

professionals play a vital role in the delivery of the peacetime benefit 

mission; unlike their civilian counterparts, many have an essential 

role in meeting DoD's day-to-day and contingency readiness require- 

ments. And like uniformed physicians, these health care profession- 

als have skills that are immediately transferable to the private sector. 
Our study will now focus on the cash compensation comparisons 
between uniformed and private-sector health care professionals for 
the following specialties:20 

• Dentists 

• Pharmacists 

• Optometrists 

• Clinical Psychologists 

• Physician Assistants 

• Registered Nurses 

— Certified Registered Nurse Anesthetists 

— Other Advanced Practice Nurses 

20 The uniformed-civilian compensation comparisons for "other" health 
care professionals does not include benefits. Robust data sources, that 
included benefits, were unavailable and most self-employed profession- 
als do not routinely report benefit information. We do provide a brief 
description of benefits offered for each specialty throughout the report 
In addition, we do not provide present-value calculations for other 
health care professionals because of the unavailability of non-sectored 
income data. 
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Methodology 

Civilian compensation survey data, for many of these professionals, 
are not collected for salaried (employer-based) workers because of 
cost and the fact that many of these health care professionals are self- 
employed (or in private practice). Moreover, robust compensation 
data for these health care professionals are not routinely collected 
and sectored by years of practice, nor do they include benefit data 
with the level of specificity that we had for physicians. Therefore, we 
had to develop a different methodology, from the approach we used 
for physicians, to conduct compensation comparisons between these 
selected uniformed and private-sector health care professionals. 

For non-physician health care professionals, we developed a model 
that portrayed the "most typical" or predominant MHS career profile for 
each specialty.21 After consulting with military subject matter experts, 
we developed a framework that described the predominant tenets 
that might affect each speciality's compensation. These elements are: 

• Minimum educational accession standard 

• Average age upon entry into the profession 

• Average grade upon accession 

• Average years of service upon accession 

• Licensing requirement for accession 

• Predominant accession source (and the average number of 
accessions) 

• Predominant work setting 

• Most typical case mix 

• Most typical career path. 

The process just described was crucial to our model for four reasons. 
First, we needed to know whether major differences existed between 

21. We gratefully acknowledge the assistance of many representatives from 
TMA, Health Affairs, and the individual services who gave us invaluable 
information about their communities "most typical" career profiles. 

29 



services. Next, we needed to understand these basic tenets so we 
could make fair and accurate compensation comparisons with their 
private-sector counterparts. Third, and most important, the predom- 
inant MHS career profile that we built for each specialty allowed us to 
establish cash compensation tables so we could calculate the maxi- 
mum amount the military could pay these professionals and identify 
the factors driving that compensation.22 Fourth, based on these data, 
we established logical career junctures to make uniformed-civilian 
compensation comparisons. 

We then compared the predominant tenets for each specialty with 
their private-sector counterparts.23 Although the minimum educa- 
tion standard and licensure requirements naturally vary among the 
MHS health care professionals being reviewed, each MHS specialty 
meets or exceeds the educational requirement of the private-sector 
counterparts. Appendix C provides a side-by-side comparison of these 
tenets between the MHS and private sector for each of the eight 
health care professions reviewed. 

Although beyond the scope of this study, we have included demo- 
graphic data, when available, for each of the eight professions 

22. Military cash compensation includes regular military compensation 
(RMC) as of July 2000. RMC consists of basic pay, basic allowance for 
housing, basic allowance for subsistence, and the tax advantage accru- 
ing to the non-taxable nature of housing and subsistence allowances. 
We also include all medical special pays (including board certification) 
offered to these specialties and assume that each specialist will take 
advantage of all available special programs when eligible. Lastiy, we 
assume due course promotion for these specialties consistent with DoD 
guidelines. Appendix C provides a detailed display of all cash compen- 
sation calculations for each specialty. 

23. For each of the eight MHS health care professionals reviewed in this 
study, the initial focus of first-tour specialists is to solidify their clinical 
skills. However, as their military careers progress, all of these professions 
report having to assume additional collateral and administrative duties 
in the areas of financial and personnel management, leadership, and 
military functions, in addition to continuing to hone their clinical skills. 
Most military subject matter experts we spoke with feel that their spe- 
cialists will not remain competitive for promotions if they do not assume 
duties outside their clinical professions. 
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reviewed. One major trend noted is the increasing percentage of 
women in these health care professions. The dentistry, optometry, 
pharmacy, and physician assistant schools are reporting significant 
increases in women graduates from a decade ago. Conversely, appli- 
cants to registered nursing schools, which are predominantly women, 
are declining, which is partly attributed to the expanding job oppor- 
tunities in other professions. For the MHS, this gender shift may 
decrease its ability to attract and retain certain specialists because 
women might be less likely to join and then remain in the military. 

Civilian income data sources rarely report compensation by years of 
practice (YOP). The vast majority of sources provide salary data by 
mean, median, and percentiles. Therefore to make uniformed versus 
private-sector compensation comparisons, we used the reported civil- 
ian percentiles as "proxies" for the cash compensation of civilian health 
care professionals at various career junctures (or YOP bands). For 
example, we averaged the total cash compensation for years 1-5 for 
the MHS specialist (labeled it entry level) and compared this to the 
average civilian cash compensation at the 25th percentile, for the 
same health care professional working in the private sector. At the 
senior midpoint level, we averaged the total cash compensation for 
years 11-15 for the MHS specialist and compared this to the average 
civilian cash compensation at the 75th percentile. Below are the YOP 
bandwidth comparisons used in our analysis.: 

Civilian equivalent 
25th percentile 
50th percentile 
75th percentile 

The underlying assumption of this methodology is that the variation 
in civilian health care professionals' salaries is driven primarily by 
years of practice. Weaknesses to this approach include the inability to 
separate from the data influences of regional variation, years in the 
profession, or significant trends associated with changes in starting 
salaries. Despite these weaknesses, we believe that private-sector sala- 
ries by percentile (25th, 50th, 75th) present a reasonable range 
within which it is possible to make valid comparisons to the 
uniformed health services' compensation. Moreover, limited civilian 
income data by years of experience suggest an upward sloping wage 

MHS YOP Level 
1-5 Entry 
6-10 Junior midpoint 
11-15 Senior midpoint 
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tenure profile that supports our methodology. Appendix C provides 

a detailed account of the uniformed-civilian cash (excluding benefits) 

compensation comparisons, methodology, salary sources, and find- 
ings for each specialty. 

Civilian income data survey sources 

The following compensation surveys were used, as appropriate for 

each specialty, to derive civilian income profiles.24 Moreover, a civil- 

ian literature review was conducted to help us better understand 

recent trends for the specialties being reviewed [13-93]. 

• RSM McGladrey, Inc. American Medical Practice Assoc. "2000 

Medical Group Compensation and Productivity Survey." 

• Medical  Group  Management Association   (MGMA).  "2000 

Compensation and Productivity Survey." Englewood, CO, 2000. 

• Warren Surveys. "The HMO Survey Spring 2000." Rockford, IL. 

• Hospital and Healthcare Compensation Service. "2000 Physi- 
cian Salary Survey Report." 

• Bureau of Labor and Statistics: Occupational Outlook Hand- 
book: 2000-01. 

• American Psychological Association (APA): 1999 Salary Survey. 
www.apa.org. 

• APA: 1997 Doctorate Employment Survey: 1998 Salaries. 

• Association of Nurse Anesthetists (AANA): CY 2000 Member 
Survey. 

• American  Academy  of Physician  Assistants   (AAPA):   2000 
Census data, www.aapa.org. 

24. Income data before 2000 were adjusted by calculating the annual aver- 
age of the Bureau of Labor and Statistics: Employment Cost Indexes for the 
Civilian Wages and Salaries for Hospitals and for Health Services. Based on 
this methodology, 1997, 1998, and 1999 survey data were increased by 
2.55, 2.75, and 3.75 percent, respectively (as warranted). 
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• American  Optometric Association:  1999 Economic Survey. 

www.aoanet.org. 

• American Dental Association: "The 1999 Survey of Dental Prac- 

tice: Income from Private Dentistry." 

• Pharmacy OneSource, Inc., and Pharmacy Week. Fall 2000 

Internet Salary Report, www.pharmacyweek.com. 

• Drug   Topics/Hospital   Pharmacists    1999   Salary   Report. 

wwwqa.medec.com. 

• RNMagazine. 1999 Earnings Survey: Bedside Care is Paying Off. 
25 www.rnmag.com.^ 

• ADVANCE   1999  National  Survey  of Nurse  Practitioners. 

www.advancefornp.com. 

• Nurse Practitioner (NP) Central: Salary Summary 1999 data. 

www.nurse.net. 

Results—current cash compensation (Dentist) 

In order to practice dentistry, one must possess a Doctor of Dental 

Surgery (D.D.S.) or Doctor of Dental Medicine (D.M.D.) degree 

from a dental school accredited by the American Dental Association 

(ADA), and successfully complete parts 1 and 2 of the National Board 

of Dental Examination. The MHS and individual states require den- 

tists to have a current unrestricted state license. 

25. Health Resources Services Administration (HRSA), Division of Nursing, 
2000 income data have been requested but were not available at the 
time of this report. 

26. For each of the eight health professions reviewed, both the private sector 
and MHS require these professionals to possess a valid, unrestricted state 
license (or be nationally certified). Contingent on the accession pro- 
gram, oversight, and working environment, the MHS may waive the 
licensing or certification requirement for 1-2 years, depending on the 
specialty. 
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The MHS has historically accessed about 344 dentists per year and the 
predominant accession sources are the AFHPSP27 (students are typi- 
cally subsidized for 3-4 years of dental school with a commensurate 
active duty obligation), followed by direct procurements who receive 
a $30,000 accession bonus (with a commensurate 4-year active duty 
obligation)/0 Typically, a newly accessed MHS dentist will attend a 
one-year advanced education in general dentistry (AEGD) program, 
and then be assigned to an operational unit or fixed treatment facility 
and practice as a general dentist. Following the second tour of duty, 
most MHS dentists will attend a specialty residency program, with a 
commensurate 3-year active duty obligation. The case mix for MHS 
dentists resembles their civilian counterparts, but they treat relatively 
few children or older patients on a routine basis. 

According to the ADA, in 1999, there were about 4,000 dental gradu- 
ates, of which 38 percent were women. Over one-third of those grad- 
uating dentists entered into a specialty program immediately after 
graduation. The vast majority of dentists practicing in the private sec- 
tor, 92 percent, are self-employed. 

We found two major trends affecting the MHS's ability to attract and 
retain dentists. First, according to the American Dental Education 
Association (ADEA) survey, the 1999 average dental school educa- 
tional debt was about $105,000, an increase of 7.3 percent over 1998. 
One of the trends reported in this survey is "as school debt increases, 
students are choosing to work in private practice while the choice to 
work in government service decreases. "Second, the December 2000 
Journal of the American Dental Association reports that in the next 20 
years the number of dentists retiring will grow faster than the number 

27. Army and Air Force typically subsidize students for 3 years of dental 
school, while the Navy most typically subsidizes students for 4 years, gen- 
erating a 3- and 4-year active duty obligation, respectively. AFHPSP sub- 
sidization includes tuition, book, fees, and a monthly stipend. DoD's 
average annual outlay, for each subsidized year of an AFHPSP accession, 
is about $38,000. 

28. Applicants are only eligible for the $30,000 accession bonus if they have 
not received any other type of subsidization. 
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of dental graduates.29 This same trend could possibly exert a down- 

ward pressure on the price of dental practices, as the supply of avail- 

able dental practices increases, because of more dentists retiring. 

Consequently, as MHS dentists consider career options, they may find 

buying a civilian practice more affordable than in the past. 

In figure 8, we compare the cash compensation between MHS and 

civilian dentists at three critical military career junctures. 

Figure 8.    Current average cash compensation comparison at three career junctures 
(uniformed service vs. private-sector dentist) 
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Figure 8 reveals that a significant uniformed-civilian dentist pay gap 

exists at all career junctures, ranging from 37 percent at the entry 

level to 42 percent at the senior midpoint when compared to dentist 

specialist salaries. The data suggest that the MHS will become more 
reliant on the AFHPSP to meet its total dentist accession require- 
ments. The $30,000 accession bonus may not be effective in attracting 

29. Each of the services is concerned that many of its senior dentists are 
nearing statutory retirement. We will analyze this potential problem 
during phase II of our study. 

35 



new applicants given the high dental school debt load, entry-level pay 
gap, and projected work force shortages.30 

Because the vast majority of civilian dentists are in private practice, 
there is little information on benefits for this specialty. 

Results—current cash compensation (Pharmacist) 

The current minimum educational requirement to practice as a phar- 

macist is a Bachelor of Science (BS) pharmacy degree, accredited by 

the American Council on Pharmaceutical Education (ACPE). How- 

ever, all accredited pharmacy schools are expected to graduate their 

last BS degree students in 2005. According to a recent issue of the 

Journal of the American Pharmaceutical Association, of America's 

81 schools of pharmacy, all but 11 made the transition to "doctor of 

pharmacy" (PharmD) degrees in the 1990s. Therefore, the predomi- 

nant degree of MHS and civilian pharmacists entering into the work- 

force will be a graduate degree, which is a 4-year professional degree 

with a minimum of 2 years' undergraduate course work, also accred- 
ited by the ACPE. 

The MHS typically accesses about 71 pharmacists per year and the 

predominant accession source is direct accession. Because of the ser- 

vice's inability to directly procure the required number of accessions, 

in FY01 Congress authorized DoD to offer a $30,000 accession bonus 

for this speciality. At this time, however, the Army and Air Force have 

only been able to appropriate $10,000 for these bonuses, and the 
Navy is not currently offering any accession bonus. 

Typically, a newly accessed MHS pharmacist will be assigned to inpa- 

tient, outpatient, supply, and clinical pharmacy duties within a major 

fixed medical treatment facility (MTF). Second-tour assignments typ- 

ically include serving as the lone pharmacist in an isolated MTF or an 

overseas hospital. The role of MHS pharmacists is expanding into 

non-traditional areas, such as disease management clinics for asthma 

and diabetes patients, and stand-alone medication-refill clinics. The 

30. The Air Force FY-01 direct procurement goal for dentists is 120, and 
they had only accessed about 20 dentists at the time of this report. 
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vast expansion of pharmaceutical interventions means that these spe- 

cialists work closely with providers, from all specialties, to ensure that 

the most appropriate and economical medications are administered. 

About 60 percent of private-sector pharmacists work in community 

pharmacies, either independently owned or part of a drug chain, gro- 

cery store, or mass merchandiser. Most community pharmacists are 

salaried employees. A 2000 Pharmacy Workforce study, completed by 

HRSA, projected pharmacy workforce shortages due to the: 

• Lower number of pharmacy graduates 

• Expansion of chain stores requiring additional pharmacists 

• Overall increase in utilization of pharmacists. 

In addition, women made up 63 percent of the 1999 pharmacy grad- 

uating class and this percentage is expected to rise for future gradu- 

ating classes. 

Figure 9 compares the average cash compensation between uni- 

formed and civilian pharmacists at three career bandwidths. We show 
a $10,000 (or 16-percent) military-civilian pharmacy pay gap at the 

entry level, which narrows to 9 percent at the junior midpoint level; 

by the senior midpoint, parity is achieved between the two sectors. 

Discussions with representatives from professional pharmacy associa- 

tions reveal that starting salaries have been on the rise since 1999 as a 
result of increased demand for these specialists. Because the majority 

of the income data available is pre-1999, this trend may not be fully 
accounted for in the existing income survey. The National Associa- 
tion of Colleges and Employers reports that starting pharmacy sala- 

ries today average $65,000. Pharmacy OneSource (an internet self- 

report survey) indicates that new graduates receive a median income 

of $70,000, and several civilian employers are offering signing 
bonuses as well. Although we are confident that we have accurately 
captured and portrayed available civilian pharmacy income data (sur- 

veys), we do feel that our estimated military-civilian pay gap, at the 

entry level, may be more dramatic than the comparisons reveal. Also, 

the industry has not had time to fully capture the income effect of the 

educational requirement change from the BS degree to the PharmD 
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degree (graduate degree) which should induce upward pressure in 
starting salaries. We feel that the recent congressional action, autho- 
rizing DoD to offer $30,000 pharmacy accession bonuses, is prudent 
based on the various transitions occurring within this specialty. 

Figure 9.    Current average cash compensation comparison at three career junctures 
(uniformed service vs. private-sector pharmacist) 
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Because a significant share of pharmacists working in the civilian 
sector are salaried employees, we were able to glean some benefit 
data for this specialty. According to a 1999 Drug Topics Survey report, 
most salaried pharmacists receive paid vacation, holidays, life and 
health insurance, and 401 (k) retirement plans. Pharmacists who 
work for independent stores, however, did not report as many bene- 
fits. Only 28 percent had 401 (k) plans, 33 percent had pension plans, 
and 59 percent had paid sick days. However, more independent phar- 
macists (39 percent) reported that they had flextime. 

Civilian pharmacists averaged 6 holidays per year and 15 days of paid 
vacations. Less than half of the respondents indicated that their 
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employers reimbursed them for continuing education or profes- 

sional meetings. Other income that was mentioned but not wide- 

spread included mileage allowance, moving expenses, stock options, 

licensure fees, on-call pay, and car insurance. 

The calculated value of military benefits (i.e., the value based on 

imputed rather than actual costs) provided by DoD in its role as the 

employer to an active duty 0-3 officer is about $34,000 and includes 

pension, life insurance, health care, vacation, and the like. Unfortu- 

nately, the military is currently unable to tailor its benefit packages to 

particular specialties—it's a one-size-fits-all model. Consequently, some 

professionals, particularlyjunior personnel, may not place a high value 

on the benefits that the employer (DoD) pays a lot to provide. 

Results—current cash compensation (Optometrist) 

The current minimum educational requirement to practice as an 
optometrist is a Doctor of Optometry (O.D.) degree accredited by 
the Council on Optometric Education of the American Optometric 
Association. Based on this educational requirement and program 
length, an MHS optometrist's paygrade upon entering active duty is 
0-3, which is also true for physicians, dentists, clinical psychologists, 

and pharmacists (possessing a PharmD degree) 31 

The MHS typically accesses about 35 optometrists per year and the 

predominant accession source is AFHPSP, varying in subsidization 
length from 2 to 4 years. DoD reinstated the AFHPSP for optometry 

in the early 1990s to counter the MHS's chronic inability to meet its 
accession and endstrength requirements for this specialty. According 

to the American Optometric Association (AOA): 

• In 1999, 1,316 optometry students received O.D. degrees, a 

slight increase from 1,237 degrees awarded in 1998 

• Women made up 51 percent of the 1999 O.D. graduating class 

31. Entry grade credit is granted these specialties based on time spent in their 
professional training, but these professionals do not receive constructive 
grade credit (years of commissioned service) toward retirement. 
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• Average O.D. student educational debt load has doubled in the 
last decade, from $49,000 in 1990 to over $100,000 in 2000. 

Most first-tour MHS optometrists will be assigned to a multi-provider 
clinic. Follow-on assignments include overseas tours and serving as a 
division or department head at MTF. The case mix for MHS optome- 
trists includes all age groups. 

The 1999 AOA Economic Survey reports the following for civilian 
optometrists: 

• 65 percent work in private practice 

• 19 percent are involved with optical chains and superstores 

• 7 percent work with HMOs/hospitals/clinics 

• 7 percent are employed by ophthalmologist or optometrist 

• 2 percent are government/other. 

Let's now compare the cash compensation between MHS and civilian 
optometrists at three MHS YOP bandwidths (figure 10). 

Figure 10. Current average cash compensation comparison at three career junctures 
(uniformed service vs. private-sector optometrist) 

$120,000 

$110,000 

$100,000 

$90,000 

$80,000 

$70,000 

$60,000 

$50,000 

$40,000 

$30,000 

$20,000 

.  $10,000 

$0 

Dollars 

$72,000 

552,000 

$112,000 

Entry 

$80,000 

565,000 

Jr. Midpoint Sr. Midpoint 

Level MHS Civilian Equivalent 
Entry YOP  1-5 25» Percentile 

JR. Midpoint YOP 6-10 50«1 Percentile 
SR. Midpoint YOP 11-15 7 5* Percentile 

40 



Figure 10 reveals that a significant pay gap for uniformed versus civil- 

ian optometrists exists at all career junctures, and the gap stays close 

to 28 percent throughout all career points. Based on these pay gaps 

and the high student debt load, we project that the MHS will become 

increasingly reliant on 3- and 4- year AFHPSP quotas to meet its total 

accession requirements for this specialty. 

Because of the large percentage of optometrists working in private 

practice, we have no substantial information to report on benefits. 

Results—current cash compensation (Clinical Psychologist) 

. To practice as a clinical psychologist, one must possess a doctorate in 

clinical psychology (either a Ph.D. or a PsyD.) accredited by the 
American Psychological Association (APA). Pyschologists in indepen- 

dent practice, or those who offer any type of patient care (including 
clinical psychologists) must meet the certification or licensing 

requirements in all states and the District of Columbia. Clinical and 

counseling psychologists usually require a doctorate in psychology, 

completion of an approved internship, and 1 to 2 years of profes- 

sional experience. In addition, some states require that applicants 

pass an examination. 

The MHS has historically accessed about 53 active duty clinical psy- 
chologists per year. The Air Force and Navy rely on direct accessions, 
with a guaranteed 1-year-clinical-internship program (CIP) for appli- 
cants. The Army typically meets about 60 percent of its total accession 
requirement through AFHPSP and the remainder through direct 

procurement CIP applicants. The typical CIP accession is required to 

serve 3 years on active duty, following completion of the intern year. 

As a result of the reported quality of each of the services' CIPs and the 

fact that the uniformed compensation during the intern year is 

higher than the civilian sector pays, the MHS is currently meeting its 

clinical psychology accession requirements. The Army reports good 
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success in retaining the students it has subsidized through AFHPSP, 
whereas the Navy and Air Force report losing several officers when 
their initial active duty obligation is satisfied. 

Most first-tour clinical psychologists are assigned to major MTFs with 
a core of more experienced specialists. Upon successful completion 
of their internship and licensing requirements, follow-on assign- 
ments are usually more independent in nature, often as the sole psy- 
chologist at clinics, deployable units, and smaller MTFs overseas or in 
remote locations. 

APA sources report the following data for this specialty: 

• In 1999, 2,664 (Ph.D. or PsyD.) new doctorates in clinical psy- 
chology were awarded. 

• According to a 1997 APA graduate survey, 44 percent of clinical 
psychologists reported student debt exceeding $30,000. 

• Over half of the civilian clinical psychologist workforce belongs 
to an individual or group psychological practice, followed by 
about one-fifth of the clinical psychologist workforce belonging 
to a medical group practice. 

Let's now look at figure 11 and compare the average cash compensa- 
tion of uniformed and civilian clinical psychologists. Figure 11 reveals 
about a 13-percent military-civilian clinical psychology pay gap at all 
junctures. 

We want to make one last point about this specialty. The MHS has the 
ability to compensate several health care professionals for attaining 
board certification. We have appropriately assumed, in both our MHS 
physician and "other" health care professional compensation models, 
that eligible specialists receive board certification pay. However, for 
several specialties, the certification requirements vary widely by spe- 
cialty. For instance, the American Board of Professional Psychology 
recognizes professional achievement by awarding certification, but 
this body's standards are more stringent than some professions: 

• Must possess a doctorate in psychology 

• 5 years of experience 
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• Professional recommendations 

• Passing grade on an examination. 

Figure 11. Current average cash compensation comparison at three career junctures 
(uniformed service vs. private-sector clinical psychologist) 
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The APA reports that less than 2.5 percent of its membership has 

attained certification and that MHS clinical psychologists do not rou- 
tinely complete this milestone, even though DoD has provided a 
small financial incentive. If we assume that MHS clinical psychologists 
"never" attain board certification, then their pay gap increases to 
about to 15 and 16 percent, at the junior and senior midpoint levels, 

respectively. 

No quantifiable benefits data are available for this specialty. 

Results—current cash compensation (Physician Assistant) 

The MHS minimum educational standard for a Physician Assistant 

(PA) is a BS degree from an accredited PA program and passing the 
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national certification exam.32 The National Commission on Certifica- 

tion of Physician Assistants (NCCPA) is the certifying agency. In the 

private sector, all that is required to practice as a PA is a certificate 

from an accredited PA school and passing the national exam. To 

retain certification, PAs must obtain 100 continuing medical units 

every 2 years and recertify every 6 years. There is considerable debate, 

both at the national and MHS levels, on whether to make a Master's 
degree the awarded degree for this profession. 

The MHS has historically accessed about 117 PAs per year. The pri- 

mary accession source for all three services is via the active duty 

enlisted commissioning program at the Inter-service Physician Assis- 

tant Program (IPAP) at Ft. Sam Houston, Texas. Individuals entering 

this program most typically have at least 10 years of enlisted service,33 

are about 30 years old, meet prerequisites to complete the IPAP in 

2 years, and have a background in allied health. Upon graduating 

from this program, a PA is commissioned as an 01-E, with a 4-year 
active duty obligation. Pursuant to DoD policy, MHS PAs serve as pri- 

mary care managers in MTFs, and a few are beginning to receive fel- 

lowship opportunities to specialize in such areas as orthopedics. Air 
Force and Navy PAs are typically assigned to MTFs, whereas the vast 

majority of Army PAs serve in frontline combat battalions. Physician 
supervision for practice is set at the national level, but peer review is 

sometimes accomplished through periodic site visits and telecommu- 

nications because of the location and remoteness of some duty assign- 

ments. The ability to prescribe medications and narcotics varies by 
service, and has often varied by MTF. The MHS PA community is 
about 84 percent male. 

According to the American Academy of Physician Assistants (AAPA), 

about 4,000 PAs graduated in 1999 and roughly 4,500 PAs will 

32. 

33. 

The MHS PAs normally attain certification within 1 year of appoint- 
ment, but the Army allows 2 years to obtain this status because of the 
remoteness of duty assignments. 

The estimated active duty RMC paid to a 2-year enlisted student for the 
duration of the program is estimated to be about $76,000. The IPAP has 
also recently opened up limited quotas to commissioned officers in 
addition to enlisted personnel. 

44 



graduate annually in the near future. The typical student entering a 

civilian PA program is a 30-year-old college graduate with over 4 years 

of prior health care experience. About 60 percent of the 1999 gradu- 

ating class was female. PAs in the civilian sector primarily work in out- 

patient settings. Sixty-seven percent of PA jobs are in offices and 

clinics of physicians or other health practitioners, and 21 percent 

work in hospitals. 

Let's now review figure 12 to compare the MHS and private-sector 
cash compensation. We find that the MHS PA compensation meets or 

exceeds their civilian equivalents at all career junctures. 

Figure 12. Current average cash compensation comparison at three career junctures 
(uniformed service vs. private-sector physician assistant) 
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The major issues facing this specialty will be addressed in phase II of 

this study. Because DoD relies so heavily on the IPAP for the majority 
of its accessions, and its applicant pool already has 10 years of federal 

service before being commissioned as a PA, the services report diffi- 

culty retaining MHS PAs past the 20-year-of-service career point. Con- 

sequently, they are only getting about 10 years of practice from their 
predominant accession source, and this specialty is reporting 
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difficulty "growing" field grade officers because its workforce is retir- 

ing after completing 10 years of commissioned service. The Army 

reports the most concern about this issue owing to the operational 
nature of its billet structure. 

We were able to glean some benefit information for this specialty. 
According to the American Academy of Assistant Physicians (2000) Survey, 
most PAs receive paid leave for vacation (95 percent), illness (77 per- 
cent), and continuing medical education (CME) programs (83 per- 
cent) from their employers. The median number of days paid per 
year for vacation, sick, and CME leaves are 15, 9, and 5, respectively. 
Other paid benefits that are generally reimbursed in full by their 
employers are professional liability insurance, licensing, credential- 
ing, and registration fees. 

Results—current cash compensation (Registered Nurses) 

The MHS's minimum educational accession standard to be commis- 
sioned in the Nurse Corps is a BS in Nursing accredited by the 
National League for Nursing (NLN) or the Commission on Colle- 

giate Nursing Education (CCNE). The educational requirement for 
Registered Nurses in the private sector includes multiple pathways to 
the practice of nursing (all programs must be accredited by the NLN 
or CCNE): 

• Associate degree in Nursing (ADN) 

• BS degree in Nursing (BSN) 

• Hospital diploma 

• Other entry programs for those individuals who already have 
Bachelor's degrees. 

According to the 1996 HRSA National Sample Survey of Registered Nurses, 
of RNs employed in nursing: 

• 32 percent held baccalaureate degrees as their highest educa- 
tional credential 

• 34 percent held associate degrees from community hospitals 

• 24 percent had hospital diplomas. 
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The educational requirement difference between the MHS and the 
private-sector registered nurses highlights a major "tension point" in 
health care today. In an effort to contain costs, many health care deliv- 
ery systems are restructuring their staffing mix, replacing licensed pro- 
fessional nurses with unlicensed assistive personnel (UAP). In doing 
so, many patient care functions normally performed by RNs have 
been transferred to UAPs (commonly referred to in the health care 
industry as "de-skilling" one professional and "multi-skilling" 
another). Other forces within the industry are concerned that tilting 
this balance too far will result in increased medication errors,.adverse 
patient outcomes, and increased length-of-stay averages for inpatients. 
Beginning in 2005, the Veterans' Administration, the largest employer 
of nurses, has established the baccalaureate degree as the minimum 
preparation its nurses must have for promotion beyond entry level. 
The boundaries between nursing, ancillary, and case managers will 
most likely continue to blur as health care organizations continue a 
balancing act of containing costs, preventing adverse patient out- 
comes, and enhancing patient satisfaction. For the MHS, commis- 
sioned nurses have traditionally worked with medics and corpsmen, 
civil service and contract RNs, and licensed vocational nurses. 

The MHS has historically accessed about 880 nurses per year and the 
predominant accession source is direct procurement, with a $5,000 
signing bonus, and a commensurate 4-year active duty obligation. 
The predominant entry grade for this profession is 0-1. The services, 
however, are supplementing their total accession requirements 
through other subsidized programs that are providing them a more 
diverse and military-oriented workforce. Most first-tour MHS nurses 
initially serve in an MTF as a general staff nurse with rotations to spe- 
cialty units or outpatient clinics, and the focus is on solidifying clinical 
skills. The majority of MHS nurses will eventually compete for limited 
service-sponsored graduate education opportunities. One reason why 
the MHS general registered nurse is so important is that it is the "bed- 
rock" not only of the CRNA and APN specialties, which we will exam- 
ine later, but of other nursing specialists needed for both wartime and 
peacetime benefit missions (e.g., operating room nurses and critical 
care nurses). 
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One concern for the MHS, and the nation as a whole, is the predicted 
workforce shortage for the nursing profession. Support for this short- 
age is based on the high numbers of RN retirements projected in the 
next 10 to 15 years. In addition, of all working RNs in the United 
States, the percentage of nurses under 30 years of age dropped from 
30 percent of the RN workforce in 1983 to 12 percent in 1998 [55]. 
Concurrently, expanded opportunities for women, who make up 94 
percent of all RNs, is lowering the number of individuals entering the 
profession as well. 

The U.S. Bureau of Labor and Statistics has predicted that job oppor- 
tunities for RNs will grow by 21 percent by 2006, compared with a 14- 
percent increase for other occupations. According to the American 
Association of Colleges of Nursing (AACN), the increased demand 
for BSN and graduate-prepared nurses is being driven by a variety of 
factors, including: 

• An increasing elderly population 

• Growing number of hospitalized patients who are older and 
acutely ill 

• Expanding opportunities for nurses in primary care, HMOs, 
home health, and outpatient surgical centers 

• Increasing recruiting of nurses by managed care organizations 

• Technological advances requiring more highly skilled nursing 
personnel. 

As we can see in figure 13, the cash compensation of MHS RNs 
exceeds their civilian counterparts at each juncture. In figure 13, we 
compare the cash compensation between the MHS and civilian equiv- 
alents at two bandwidth junctures, entry and junior midpoint. The 
MHS most typically "grows" the majority of its required nursing sub- 
specialists from its general registered nursing pool by sending quali- 
fied applicants to graduate schools in the private sector. We portray 
the compensation at later career junctures by looking at two subspe- 
cialties within nursing, APNs and CRNAs, to see how military career 
progression affects their compensation at later career junctures. We 
feel that this is a valid comparison because our predominant career 
profile for MHS RNs shows them receiving graduate education and 
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then specializing in that field.34 In the private sector, health care orga- 

nizations report no or very little difference in pay between BSN- and 

ADN- educated registered nurses. Again, many health care organiza- 

tion do not differentiate RN salaries based on education. Diploma 

nurses, who are older and tend to be more experienced, have tradi- 

tionally earned the most income. The MHS nurse's minimum educa- 

tion standard of a BS degree is consistent with other officer corps 

within DoD. 

Figure 13. Current average cash compensation comparison at two career junctures 
(uniformed service vs. private-sector registered nurses) 
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34. Appendix C provides the predominant career profile for each specialty. 

35. The 2000 HRSA nursing income data we have requested may help us to 
better compare private-sector BSN salaries and MHS RNs. We will review 
this survey and report substantial trends in the final report. 
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We were able to find some information on private-sector benefits for 

acute care hospital nurses, as reported in the 1999, RN Magazine 
Salary Survey: 

• 98 percent of full-time RNs surveyed report that their employ- 

ers provide health coverage, and 93 percent report dental cov- 

erage as part of their benefit package. Approximately 75 to 80 

percent of respondents contributed to these costs. 

• 80 percent of full-time RNs have a tax-deferred retirement 
plan. 

• 40 percent of full-time nurses report no additional compensa- 

tion for being on call. About the same percentage are paid an 
extra $2.15 an hour for overtime. 

• 15 percent of nurses belong to unions. Unionized nurses make 
about $5.00 more an hour than non-unionized nurses. 

• 75 percent of respondents reported a differential for working 
the night shift ($4,000 annually), and a BSN or specialty certifi- 
cation raises it by $1,250 per year. 

• 61 percent of full-time RNs are reimbursed for tuition. Less 

than 50 percent of full-time RNs are reimbursed for continuing 

education (CE) programs. When employers reimburse tuition, 
it averages $2,125 annually, whereas CE programs averaged 
$1,075 per year. 

• Average number of paid days: 

— Vacation -17 

— Sick days - 10 

— Holidays - 7 

— Personal holidays - 5. 

According to the BLS: Employer Costs (March 2000), 27 to 28 percent 
of an average nurse compensation package goes to pay benefits. The 
employer spends about $20,426 on benefits for a nurse who earns 
$45,500, or about 45 percent of their base salary. DoD provides a 
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benefit package worth about $34,000 to an active duty (0-3) whose 
RMC is about $57,064, or about 60 percent of their RMC.36 

Let's now look at two nursing sub-specialties, CRNAs and APNs. 

Results—current cash compensation (CRNAs and APNs) 

The MHS acquires the majority of its required nursing sub-specialists 

from its general registered nursing pool, by sending qualified appli- 

cants to graduate schools in the private sector and paying their 
on 

tuition, books, and active duty salaries while in school. Most typi- 

cally, applicants will enter graduate school after completing about 8 

years of commissioned service as an MHS nurse, will attend graduate 
school for about 24 months (incurring a 4-year active duty obligation 

for schooling), and will be eligible for promotion to 0-4 in 1 to 2 years 
following completion of school. 

Based on this predominant career path, we compared cash compen- 

sation between uniformed MHS and private-sector CRNAs and 
APNs at three career junctures. Overall, there are no major differ- 

ences in the scope of practice, educational requirement, or case mix 

between uniformed and civilian health care professionals for these 
two nursing sub-specialties. Appendix C presents a side-by-side com- 
parison of the MHS CRNAs and APNs and their civilian counterparts. 

Figure 14 reveals that uniformed CRNAs experience a 10-percent pay 

gap with their private-sector counterparts at the entry level, but 
recover and exceed the civilian compensation at later career 

36. Additional information comparing private-sector and uniformed bene- 
fits may be found in a separate CNA document (CRM D0001316.A1— 
The DoD Health Care Benefit: How Does it Compare to FEHBP and Other 
Plans?). 

37. Cost of tuition and books varies by program, but the active duty RMC 
for the duration of the program is about $116,000. 

38. For this study, Advanced Practice Nurses include family nurse practitio- 
ners, nurse midwives, and pediatric nurse practitioners. 

39. MHS CRNAs must be proficient in providing general anesthesia and, 
therefore, attend institutions teaching this competency. 
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junctures. Fortunately, this pay gap occurs when CNRAs are still obli- 

gated for their graduate training. During phase II of this study, we will 

evaluate how many MHS CRNAs are remaining on active duty past 20 

years of commissioned service. With such large CRNA salaries in the 

private-sector, in addition to an individual's military retirement, it is 

more lucrative for these officers to retire at the earliest point and go 
into practice in the civilian sector. 

Figure 14. Current average cash compensation comparison at three career junctures 
(uniformed service vs. private-sector CRNAs) 
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|R. Midpoint VOP   6-10 50"1 Percentile 
SR. Midpoint VOP 11-15 7 5lh Percentile 

Let's now turn to figure 15 and compare the uniformed and private- 
sector cash compensation for APNs. We show that MHS APNs' cash 

compensation exceeds that of their civilian counterparts, at all junc- 
tures. Once again, during phase II of the study, we will determine how 

many MHS APNs are staying past 20 years of commissioned service. 
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Figure 15. Current average cash compensation comparison at three career junctures 
(uniformed service vs. private-sector APNs) 
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Conclusions 
By developing a predominant MHS career profile model for physi- 
cians and selected other health care professionals, we were able to cal- 
culate and compare the compensation of uniformed and private- 
sector specialties, at logical military career junctures. We believe that 
we have provided a reasonable, conservative, and valuable framework 
for comparing compensation of MHS and private-sector physicians 
and selected other health care professionals. 

Based on our analysis, we find that a current uniformed/private- 
sector physician compensation gap exists and that the gap varies 
widely by medical specialty. Moreover, for the majority of these spe- 
cialties, the pay gap has widened in the last decade. 

We also know that the pay gap narrows over the length of a uniformed 
physician's career and, in some cases is eliminated when we look at 
completing a 20-year career through the present-value (PV) compar- 
ison. For some specialties, such as family practice and internal medi- 
cine, the PV comparison indicates that it is actually more lucrative to 
stay in the military for the full 20 years and then pursue a private- 
sector career path. For other uniformed specialties, however, such as 
orthopedic surgery and diagnostic radiology, the PV comparison 
shows that it is still more lucrative for them to separate from the mil- 
itary at the completion of 12 years of service and work in the private 
sector as a salaried employee until age 65. 

For dentists and optometrists, we show a significant uniformed/ 
private-sector cash compensation gap at all career junctures, and that 
the student debt for both of these professions has risen dramatically 
in the past 10 years. The uniformed-private sector pay gap for dentists 
may be even more significant based on the projected national short- 
age for this profession. 
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To a lesser extent, we find that a uniformed/private-sector compen- 

sation gap exists for clinical psychologists, pharmacists, and CRNAs at 
various career junctures. 

We show that the uniformed compensation for physician assistants, 

registered nurses, and APNs meets or exceeds the private-sector cash 

compensation for these same professionals, at all career junctures. 

Based on the results of this analysis, we believe that DoD will continue 

to rely on, and will most likely have to expand, the use of subsidization 

programs to initially attract and help retain certain health care 
professionals. 

Closing remarks 

Even though pay gaps exist between several uniformed and private sector 

specialists, it does not answer the question posed by Congress on the ade- 

quacy of medical special pays and bonuses for MHS professionals. The 
answer lies in the MHS's ability to fill both its peacetime and active 

component readiness requirements with the right professionals, with 
the right skill mix, with the right grade, and with the right years of 

experience from within today's force and future accessions. If one of 

these dimensions is missing or deficient, the current special pays and 

bonuses may need to be adjusted to help achieve the required inven- 
tory for a given specialty requirement. We will respond to these 

important issues during phases II and III of our study by analyzing the 

manning, retention, accession, and training trends for these same 
health care professionals. 

Although beyond the scope of this study, we believe that DoD needs 

to assess the total cost of each of its MHS accession programs, and the 

commensurate active duty obligation associated with these programs, 

for both their cost and effectiveness in attracting and retaining 
desired professionals. 
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Appendix A 

Appendix A: Methodology, assumptions, and selected 
findings for comparison of uniformed and private-sector 
physicians' total compensation, by medical specialty 

Methodology 

We culled private-sector compensation from proprietary databases 

representing over 90 employer-based health care organizations and 

22,000 physician incumbents. We feel that comparisons to this sample 
are appropriate because the characteristics of the organizations 

reporting data most closely resemble the military environment (56 

percent are hospital-based facilities, 29 percent are group practices, 

and 15 percent are Health Maintenance Organizations). We consis- 

tently applied the most typical uniformed career progression profile 

assumption to each specialty based on each service's predominant 

career path. 

The cross-sectional comparisons are presented for both median and 

75th-percentile private-sector (salaried physician) data in separate 

CNA documents (CIM D0002053.A1—Comparison of Navy and Private- 

Sector Physicians' Total Compensation, by Medical Specialty and CIM 

D0003361.A1—Comparison of Army/Air Force and Private-Sector Physi- 

cians' Total Compensation, by Medical Specialty. 

We also made present-value (PV) comparisons for both median and 

75th-percentile private-sector (salaried physician) data. Specifically, 

we compare the options of (1) remaining on active duty until retire- 

ment (at 20 years of service) followed by practicing in the private 

sector until age 65, and (2) separating at 7,12, or 17 years of service 

and practicing in the private sector until age 65. Because of time lim- 

itations, PV calculations were performed only for Navy physicians, but 

we believe (and the TMA and the individual service representatives 
all agreed) that these values reflect the same economic stay/leave 

decisions for Army and Air Force physician specialties. PV 
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comparisons are contained in a separate CNA document (CIM 
D0002053.A1). 

Assumptions 

Military profile 

Based on discussions with representatives from the TMA, Army, Navy, 
and Air Force, the model adopts an accession, career, and training 
profile typical of most military physicians. The profile assumes grad- 
uation from medical school at age 26, due course promotion, a 4-year 
Armed Forces Health Professional Scholarship Program (AFHPSP) 
followed by an active duty internship (PGY-1), and completion of a 
full-time in-service residency (PGY-2). The following exceptions to 
this typical career path apply. Unlike the Army and Air Force, Navy 
physicians are assumed to serve 2 years as general medical officers 
(GMOs) before commencing residency. The Army and Air Force typ- 
ically send their physicians immediately into residency training fol- 
lowing internship, and fellowship training commences immediately 
following residency training. Navy specialties requiring a fellowship 
(e.g., gastroenterology) are assumed to occur after a 2-year staff utili- 
zation tour in the primary specialty (e.g., internal medicine). With 
the following two exceptions, the predominant profile for Army and 
Air Force physicians is the same. For neurosurgery and otolaryngol- 
ogy, the Army residency programs are assumed to be 6 and 5 years in 
length, respectively, and the Air Force residency programs are 
assumed to be 5 and 4 years in length, respectively. 

Civilian equivalent 

By civilian equivalent, we mean a physician of the same specialization 
with equivalent years of practice (YOP) as a fully trained specialist 
working in the private sector. As an example, for internal medicine, 
at age 33 a Navy physician would have completed 7 years of service, 
composed of a 1-year active duty internship, 2 years as a GMO, 2 years 
in internal medicine (IM) residency, and 2 years of practice as a IM 
specialist. The Navy physician total compensation will be compared 
with a private- sector IM specialist with 2 years in practice. The Army 
and Air Force physician total compensation will be compared with a 
private-sector IM specialist with 4 years in practice because Army and 
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Air Force physicians do not serve a 2-year GMO tours before begin- 
ning their residency. 

Compensation 

The "compensation package" offered to both military and private- 
sector physicians comprises many elements. It is vital that policy- 
makers and individual military physicians understand all the compo- 
nents of compensation (salary, incentive pays, pension, vacations, 
health care, and other benefits) to make a prudent comparison of the 
military and the private sector. 

Uniformed physician cash compensation 

Uniformed physician cash compensation consists of the following: 

• Regular Military Compensation (RMQ. RMC is composed of 
Basic Pay, Basic Allowance for Housing, Basic Allowance for 
Subsistence, and the tax advantage accruing to the non-taxable 
nature of housing and subsistence allowances. The study was 
based on the 1 July 2000 RMC data. 

• Special pays. Incentive pays are Variable Special Pay (VSP), 
Additional Special Pay (ASP), Board Certification Pay (BCP), 
Incentive Special Pay (ISP), and Multi-year Special Pay (MSP). 
Incentive pays are assumed to be paid in annual installments 
based on specialty and year of service (as appropriate). Pay- 
ments are at rates effective 1 October 1999. Because future 
increases in incentive pays are subject to legislation, the study 
assumes that current payment levels remain unchanged. 

Private-sector physician cash compensation 

Private-sector physician cash compensation is derived from base; 
incentive and total salary data are taken from the Hay Group 1999 
Physicians' Total Compensation Survey. Survey data are effective as of 
mid-1999. We adjusted all data to July 2000 by applying a 4.5-percent 
trend factor. Total salary is the sum of base salary, incentives, and 
other compensation. Other compensation includes: 

• Board fees 

• Partnership or other equity distribution 
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• Profit-sharing payout 

• Property distribution 

• On-call differential 

• Overtime 

• Hire-in bonus or other recruiting incentives 

• Distribution from owned ancillary services 

• Administrative differential. 

Benefits 

Benefit categories for active service uniformed and private-sector 
physicians are shown below: 

Uniformed and Private-Sector Physician Benefit Categories (Active Service) 
Benefit Category Navy Private Sector 

Group Life 
Insurance 

Servicemen's Group Life Insurance 
(SGLI) 
Veterans Group Life Insurance (VGLI) 
Dependency and Indemnity Compen- 
sation (DIC) 
Death Gratuity 
Burial Allowance 
Social Security Death Benefit 
Unused Leave Payback 

Basic Group Life 
Supplemental Group Life 
Dependent Group Life 
Basic Accidental Death 
Business Travel Insurance 

Disability Short-Term Disability 
Long-Term Disability (Temporary and 
Permanent Disability Retirement) 

Short-Term Disability 
Long-Term Disability 

i 

Health Care Medical and Dental for Physician and 
Family (MTF and TRICARE) 

Health-Care Insurance (Medical,         1 
Dental, Vision) 

Pension Plan Military Retirement System 
Survivor Benefit Plan 

Defined Benefit Pension Plan 

Capital 
Accumulation Plan 

No military analogue currently 
available 

401 (k) or 403(b) plans 

Holidays and 
Vacation 

Holidays 
Leave 

Holidays 
Vacations 

Other Benefits Commissary 
Exchange 
Morale, Welfare and Recreation 
(MWR) 
Personal legal services 
Child care 

Flexible Benefits Programs 

Statutory Benefits Unemployment Compensation 
Workmen's Compensation 
Social Security 

Unemployment Compensation 
Workmen's Compensation 
Social Security 
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Retirement compensation 

For the present-value calculations, all uniformed physicians are 
assumed to retire under the military retirement system that bases pay- 
ments on the average of the highest 3 years of basic pay (High-3 sys- 
tem). Currently serving physicians who are at or near the 7- and 12- 
year-of-service points entered military service following enactment of 
the Military Retirement Reform Act of 1996 and are covered by that 
system (REDUX). However, the FY2000 National Defense Authoriza- 
tion Act authorized all REDUX participants the opportunity to trans- 
fer to the High-3 system at their 15-year-of-service points. The study 
assumes that all physicians will transfer to the High-3 system. Military 
benefits for retired uniformed physicians working in the private 
sector include military retirement and the survivor benefit plan. The 
study does not include the value of several benefits under the pre- 
sumption that they would not be used. These include retiree medical 
care, commissary and exchange, MWR, child care, and use of instal- 
lation legal services. 

Benefits for retired private-sector physicians include pension and capital 
accumulation plans, survivor benefit plans, and retiree health coverage. 

Economic assumptions 

Economic assumptions regarding future inflation, salary growth, and 
interest are needed to compute the present values of future income 
and benefit streams. The study uses assumptions adopted by the DoD 
Office of the Actuary in the annual valuation of the military retire- 
ment system. The table below shows the values used. In combination, 
these assumptions indicate that future wage growth will be 0.5 per- 
cent above inflation, and future interest rates will be 3.0 percent 
above inflation. 

Economic assumptions 
Inflation 3.5% 
Wage Growth 4.0% 
Interest 6.5% 

The interest rate also represents the discount rate or an individual's 
time preference for money. Very conservative individuals generally 
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display a low discount rate that reflects a relatively even preference 
between receiving a dollar today or a dollar at some time in the 
future. Less conservative individuals generally display higher dis- 
count rates; they have a stronger preference for receiving a dollar 
today than a dollar sometime in the future. 

The Office of the Actuary's interest-rate assumption reflects a rela- 
tively conservative long-term view of future interest rates. Individual 
physicians having a less conservative view of future interest rates and 
a pronounced preference for income now versus income in the 
future may want to use a higher discount rate in comparing uni- 
formed and private-sector compensation. The effect of using a higher 
discount rate is to lower the lump sum equivalent value of the future 
uniformed compensation relative to the private sector. 

Unlike uniformed physicians, who have a 20-year vesting period for 
retirement benefits, retirement vesting for civilian physicians will be 
immediate or a maximum of 5 years (as mandated by ERISA). This 
20-year vesting policy significantly increases the role that a uniformed 
individual's personal risk assessment will make in a stay-leave decision 
based on a PV compensation comparison. In addition, PV calcula- 
tions are sensitive to assumptions regarding interest rates, inflation, 
and wage growth. Because the military retirement is a defined benefit 
plan and civilian physician's typically are offered a defined contribu- 
tion plan, the retirement benefit that one would receive in the civilian 
sector is much more sensitive to interest rate assumptions than is the 
military benefit. As a result, PV comparisons of military and civilian 
compensation packages are much more sensitive to interest rate 
assumptions than PV comparisons within like sectors. 

Mortality assumptions 

The source for active duty, retired, and survivor mortality rates was 
the DoD Office of the Actuary Valuation of the Military Retirement 
System. These rates were applied to both Navy and private-sector 
lives, assuming that mortality for a specific individual would not be 
significantly affected by whether he or she remained affiliated with 
the military. 
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Appendix B: Private-sector (salaried) physician 
compensation strategies 

During phase II of this study, we will be evaluating the effect that the 

military-civilian physician pay gaps have on retention. Regardless of 

whether these military-civilian physician pay gaps contribute to acces- 

sion and retention difficulties, it is important for DoD to understand 
the employers they are competing against for physicians. Not only is 

there a pay gap that favors the civilian sector but physician employers 

are able to tailor benefit packages for particular specialties and to 
structure cash compensation that is designed to elicit or reward spe- 

Benefits 

cific behavior.' 

In previous CNA work, conducted for the Under Secretary of Defense 

for Personnel and Readiness, we calculated the value of the benefits 

(i.e., the value based on imputed rather than actual costs) provided 
by DoD in its role as employer to active duty personnel. Reference [8] 

(a May 2000 CNA document titled The DoD Health Care Benefit: How 

Does it Compare toFEHBPand Other Plans f) provides a detailed descrip- 

tion of the methodology used to calculate uniformed benefits for 

varying pay grades. 

We used this same methodology for calculating benefits for this por- 

tion of the study. 

To illustrate this point, when we compare the benefits for five special- 

ties at the 7-year-of-service juncture, we find that the imputed value of 

The following paragraphs summarize pay practices recorded for the 
91 health care organizations participating in Hay Group's Physician 
Compensation Survey for 1999, and, where there are consistent data, 
provide comparisons with results from the 1996 survey. 
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an MHS physician's benefits is about $36,000 (which is not tailored to 
his or her speciality), but it represents DoD's employer costs for hous- 
ing, pension, and health care for that paygrade and length in service. 
When we compare the imputed value of the employer benefits in the 
private sector, we find significant variation, by specialty, because 
employers tailor benefits to help attract and retain the specialists they 
desire. The average private-sector benefit values for five specialists at 
this career point are family practice ($45,000), internal medicine 
($48,000), general surgery ($54,000), diagnostic radiology ($68,000), 
and orthopedic surgery ($76,000). 

Incentive/bonus pays 

Successful health care organizations have developed pay and perfor- 
mance management programs that represent their new cultures and 
the desired behavior from their workforces. They have created a com- 
pensation philosophy that reflects their values and business strate- 
gies, and a flexible job evaluation system that is indicative of the new 
structures, teams, and work processes. These employers have also 
communicated their expectations and organizational objectives to all 
employees. 

The most common reasons for adopting new compensation plans are 
to: 

• Encourage and reward  improvements in  productivity and 
quality 

• Align pay with business results 

• Focus attention on changing goals and/or performance 

• Reduce the "entitlement" element of current pay increases 

• Communicate new internal values to employees. 

As we can see in table 1, in 1999, nearly 70 percent of participating 
organizations used incentive pays for physicians, up from nearly 60 
percent in 1996. 
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Table 1.  Prevalence of annual incentive/bonus plans - 1996 and 1999 

Percentage using incentive/bonus plans 

By organizational structure 
1996 1999 

Hospital-based 43 59 

Group practice 84 74 

HMO 88 86 

By profit/non-profit status 
For-profit 86 95 

Non-profit 47 58 

Total 59 69 

In both 1996 and 1999, incentive pays were most common in Health 
Maintenance Organizations (HMOs) and in for-profit organizations. 
Between 1996 and 1999, however, there was a significant increase in 
the percentage of hospital-based organizations using incentive pay 
plans. 

In addition, 27 percent of surveyed organizations that did not have an 
incentive pay plan in 1999 indicated that they were considering 
implementing an incentive plan in the future. 

Table 2 summarizes the measures that physician employers used for 
determining incentive or bonus payout by type of organization. Indi- 
vidual physician performance based on productivity was the most 
commonly used measure for hospital-based and group practices in 
both 1996 and 1999, and the percentage of employers using this mea- 
sure increased between 1996 and 1999. 

Individual performance measures not related to productivity also 
increased in use by hospital-based and group practice employers 
during this period. Organization or department performance was the 
most commonly used measure in HMOs in 1999. Quality was not con- 
sidered as a separate measure in 1996 so its effects are included in the 
"Other" category for that year. 
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Table 2. Measures used for determining incentive or bonus payout- 1996 and 1999 
(percentage of physician employers using this measure) 

Measure Hospital-Based Group Practice HMO 
1996 1999 1996 1999 1996 1999 

Individual    performance    based    on 
productivity 

61% 74% 62% 67% 21% 20% 

Individual    performance    based    on 
factors other than productivity 

18% 32% 29% 40% 36% 20% 

Organization/department 
performance 

29% 37% 18% 13% 21% 70% 

Patient satisfaction 29% 37% 19% 27% 43% 30% 

Quality N/A* 0% N/A* 13% N/A* 40% 

Utilization management 14% 21% 5% 13% 29% 20% 

Seniority 18% 11% 19% 13% 7% 10% 

Other 25% 11% 38% 13% 71% 20% 

• Not used as a separate category in the 1996 survey. These effects are reported in the "Other" 
cateRory. 

Individual performance was the most commonly used measure in 
hospital-based and group practice organizations, and this factor was 
the most heavily weighted in determining an individual physician's 
annual payout. 

Table 3 shows how each measure was weighted by organization type 

for 1999. Weighted data are not available in the 1996 survey. For 

example, 57 percent of a physician's incentive payout in hospital-based 

and group practice organizations was based on the physician's individual 

performance. In HMOs, the key payout determinants were overall 
department and organizational performance, and quality. 
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Table 3. Weighting of measures used for determining 
(percentage weight for each measure) 

ncentive or bonus payout- 1999 

Measure Hospital-Based Group Practice HMO 
Individual performance based on 
productivity 

57% 57% 8% 

Individual performance based on 
factors other than productivity 

8% 24% 8% 

Organization/department 
performance 

15% 2% 28% 

Patient satisfaction 5% 6% 9% 

Quality 0% 1% 20% ■ 

Utilization management 3% 3% 7% 

Seniority 1% 5% 9%           V; 

Other 11% 2% 11% 

Total 100% 100% 100% 

It helps DoD to be aware of the pay practices being used by private- 
sector physician employers as the MHS may be more likely to lose 
those physicians that believe that this type of compensation structure 
would benefit them more than the one the military uses. Our better 
understanding of the pay and incentive practices used by private- 
sector physician employers will help us in our evaluation of DoD's 
medical officer special pay programs during phase III of our study. 
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Appendix C: Comparative analysis of other 
health care professions 

Dentist 71-77 

Pharmacist 79-85 

Optometrist 87-92 

Clinical Psychologist 93-98 

Physician Assistant 99-106 

Registered Nurse • 107-114 

CRNA 115-120 

APN 121-126 
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